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Summary 

Capital markets function most efficiently when investors and creditors have a high degree of trust 
in the quality of information communicated by firms. Financial reports and disclosures are the 
primary means by which firms communicate about their performance with investors, creditors, 
regulators, and the public. Since the creation of the Securities and Exchange Commission (SEC) 
in 1930s, domestic companies in the United States have used U.S. Generally Accepted 
Accounting Principles (U.S. GAAP) to issue financial reports. 

In 2002, the International Accounting Standards Board (LASB) was established by select 
countries, including the United States, to develop International Financial Reporting Standards 
(IFRS), a new global accounting standard. Since the creation of IFRS, more than 100 countries 
have either fully adopted IFRS or have converged their local accounting standards in varying 
degrees to more closely resemble IFRS. In addition, there has been an ongoing debate in the 
United States as to which accounting standard best suits the needs of U.S. capital markets. IFRS 
by design is a principles-based accounting standard that is subject to each jurisdiction’s 
interpretation and institutional infrastructure. In contrast to IFRS, U.S. GAAP is generally 
understood to be a rules-based accounting standard that is less subject to interpretation. U.S. 
GAAP has evolved over 80 years within the U.S. institutional infrastructure to address the 
specific needs of the world’s largest capital market — the United States. 

Principles-based accounting standards provide broad flexible guidelines that can be applied to a 
range of situations, but they can lead to inconsistent interpretation and application. In contrast, 
rules-based accounting standards require specific guidelines to be followed, but they may not 
address unforeseen issues that arise in the normal course of business. At issue is whether the 
United States should adopt or converge with IFRS or remain on U.S. GAAP. Congress has asked 
the SEC to consult Congress as the SEC contemplates future actions on the issue of convergence. 

The SEC was created under the Securities Exchange Act of 1934 (PL. 73-291) to protect 
investors; maintain fair, orderly, and efficient markets; and facilitate capital formation. Congress 
also gave the SEC authority to establish accounting standards for the private sector in the United 
States; Congress retains its oversight responsibilities over the SEC. The SEC has historically 
delegated its responsibility for establishing accounting standards to a private entity, the Financial 
Accounting Standards Board (FASB). To date, the SEC has not given a clear indication as to 
whether the United States should remain on U.S. GAAP or adopt or converge with IFRS; neither 
has the SEC taken any concrete steps to adopt or converge with IFRS. In its desire to ensure that 
capital markets function efficiently, Congress has continued to maintain interest in the IFRS issue 
through legislation, hearings, and a letter issued to the SEC Chairman. At a March 2015 budget 
hearing for SEC’s FY2016 budget, some Members of Congress voiced concerns over converging 
with IFRS. Similarly, in 2014, the Congressional Caucus on CPAs and Accountants also raised 
concerns over issues surrounding convergence with IFRS. 

This report briefly explains the different accounting standards and U.S. capital markets. It 
examines several IFRS policy options Congress might consider and the benefits and challenges of 
each of those options. One option is to maintain the independence of U.S. GAAP but continue to 
seek common ground (limited convergence) with IASB. Within the scope of this option, the SEC 
and FASB could consider developing an international version of U.S. GAAP (I-GAAP). Another 
option is to adopt IFRS. The last option discussed in this report examines various hybrid methods 
of allowing U.S. GAAP and IFRS to coexist in the United States. 
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Introduction 

A firm’s financial statements provide investors and creditors with essential financial information 
to evaluate the firm’s performance. Financial statements are also a primary means by which firms 
communicate with capital markets’ stakeholders, including investors, creditors, regulators, and 
the public. Congress created the Securities and Exchange Commission (SEC) in 1934 to protect 
investors; maintain fair, orderly, and efficient markets; and facilitate capital formation. Flowever, 
Congress retains its oversight responsibilities over the SEC. 1 One aspect of the powers Congress 
gave the SEC is the statutory authority to establish accounting standards for the private sector in 
the United States. Since the creation of the SEC, domestic companies in the United States have 
used U.S. Generally Accepted Accounting Principles (U.S. GAAP) to issue financial statements. 2 
Throughout its history, the SEC has relied on the private sector to establish and evolve U.S. 
GAAP. 3 Currently, the SEC recognizes the Financial Accounting Standards Board (FASB) as the 
designated organization for establishing U.S. GAAP in the United States for the private sector. 4 

Many foreign countries, including the European Union (EU), either require or allow International 
Financial Reporting Standards (IFRS) for firms in their jurisdiction. The EU also accepts U.S. 
GAAP as equivalent to IFRS. The SEC and FASB have been considering incorporating IFRS 
where compatible with U.S. GAAP since the signing of a Memorandum of Understanding (MoU) 
with the International Accounting Standards Board (1ASB) in 2002, known as the Norwalk 
Agreement. The FASB and 1ASB committed in the MoU to developing a “high-quality 
compatible accounting standards for both domestic and cross-border financial reporting.” 5 They 
also agreed to make existing financial reporting standards fully compatible and to maintain the 
compatibility between both standards. Since 2002, the SEC has delayed the date of convergence 
and has changed direction on whether the United States will ultimately adopt or converge with 
IFRS or maintain and evolve U.S. GAAP independent of 1ASB. 

This report first provides a brief explanation of the different accounting standards and U.S. capital 
markets. U.S. capital markets are discussed in the context of how converging or remaining on 
U.S. GAAP may affect investors and firms. It then examines congressional interest in 
convergence issues, including recent statements by SEC’s senior leadership on this issue. In 
conclusion, the report discusses a number of policy options facing Congress in the U.S. GAAP 
versus IFRS debate. 



1 CRS Report IF 10032, Introduction to Financial Services: The Securities and Exchange Commission (SEC), by Gary 
Shorter. 

2 The Securities and Exchange Commission (SEC) issued a rule in 2007 that allows foreign issuers of financial 
statements to file with the SEC using International Financial Reporting Standards (IFRS) without having to reconcile to 
U.S. Generally Accepted Accounting Principles (U.S. GAAP). Stephen A. Zeff, "How the U.S. Accounting Profession 
Got Where It Is Today: Part l,” Accounting Horizons, vol. 17, no. 3 (September 2003), pp. 191-193. 

3 Financial Accounting Standards Board (FASB), “Facts About FASB,” http://www.fasb.org/facts/. 

4 The FASB’s parent organization, the Financial Accounting Foundation (FAF), is a non-stock Delaware corporation. 
Neither FASB nor FAF is a government agency, even though the SEC does have oversight of the budget for FASB and 
the accounting standards as promulgated by FASB. FAF, “Facts About FAF,” http://www.accountingfoundation.org/ 
jsp/Foundation/Page/FAFSectionPage&cid=l 176 157790 151. 

5 FASB, Memorandum of Understanding - “The Norwalk Agreement, ” September 18, 2002, p. 1, http://www.fasb.org/ 
resources/ccurl/443/883/memorandum.pdf. 
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